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the taxable year are $10,000,000 of which 
$500,000 are nonpersonal property sales. The 
gross profit percentage realized or to be real-
ized on all sales made in the taxable year is 
40 percent. The amount of the gross profit 
contained in the year-end balance of 
$2,000,000 which may be deferred to suc-
ceeding years is computed as follows: 

(i) In order to reduce the charges appearing 
in the year-end balance of revolving credit 
accounts receivable by the nonpersonal prop-
erty sales contained therein, corporation X 
determines the amount of such nonpersonal 
property sales under the method permitted 
in paragraph (c)(5) of this section. Corpora-
tion X first determines the ratio which total 
nonpersonal property sales made during the 
year ($500,000) bears to total sales made dur-
ing the year ($10,000,000), and then applies 
the percentage (5 percent) thus obtained to 
the year-end balance of revolving credit ac-
counts receivable ($2,000,000). The nonper-
sonal property sales thus determined 
($100,000) is subtracted from such year-end 
balance to obtain the charges under the re-
volving credit plan appearing in the year-end 
balance ($1,900,000) to which the sample per-
centage is to be applied. 

(ii) In accordance with generally accepted 
sampling techniques, the taxpayer selects a 
probability sample of all revolving credit ac-
counts having balances for billing-months 
ending in January 1964. The technique em-
ployed results in a random selection of ac-
counts with total balances of $100,000. 

(iii) Analysis of these sample accounts dis-
closes that of the $100,000 of balances, $10,000 
of balances are in accounts on which no pay-
ment was credited after a billing-month of 
sale and on or before the end of the first bill-
ing-month ending in the taxable year begin-
ning February 1, 1964. These balances are, 
therefore, disregarded and not taken into ac-
count in the determination of what percent-
age of sales in the sample is to be treated as 
sales on the installment plan. Of the remain-
ing $90,000 of balances, the taxpayer deter-
mines, by analyzing the ledger cards in the 
sample, that $63,000 of balances are composed 
of sales which meet the requirements of 
paragraphs (c)(3) (i) and (ii) of this section 
and are thus treated as sales on the install-
ment plan. The remaining $27,000 of balances 
either did not meet the requirements of 
paragraphs (c)(3) (i) and (ii) of this section or 
were not sales (as defined in paragraph 
(c)(6)(i) of this section). The percentage of 
charges in the sample treated as sales on the 
installment plan is, therefore, 70 percent 
($63,000 ÷ $90,000). 

(iv) The charges in the year-end balance 
which are to be treated as sales on the in-
stallment plan, $1,330,000, are computed by 
multiplying the charges to which the sample 
percentage is applied ($1,900,000) by the sam-
ple percentage (70 percent). 

(v) The deferred gross profit attributable 
to sales under the revolving credit plan for 
the taxable year, $532,000, is determined by 
multiplying the amount treated as sales on 
the installment plan ($1,330,000), by the gross 
profit percentage (40 percent). (Corporation 
X will be able to demonstrate to the satisfac-
tion of the district director that (A) since 
the gross profit percentage for all sales does 
not vary materially from the gross profit 
percentage for all sales made under the re-
volving credit plan, (B) since only an insub-
stantial amount of sales included in year-end 
account balances was made prior to the tax-
able year, and (C) since the prior year’s gross 
profit percentage does not vary materially 
from the gross profit percentage for the tax-
able year, income from sales on the install-
ment plan will be clearly reflected by apply-
ing the current year’s gross profit percent-
age for all sales under the revolving credit 
plan treated as sales on the installment 
plan.)

(d) Effective date. This section applies 
for taxable years beginning after De-
cember 31, 1953, and ending after Au-
gust 16, 1954, but does not apply for any 
taxable year beginning after December 
31, 1986. For taxable years beginning 
after December 31, 1986, sales under a 
revolving credit plan shall not be treat-
ed as sales on the installment plan. 

[T.D. 8269, 54 FR 46375, Nov. 3, 1989]

§ 1.453A–3 Requirements for adoption 
of or change to installment method 
by dealers in personal property. 

(a) In general. A dealer (within the 
meaning of § 1.453A–1(c)(1)) may adopt 
or change to the installment method 
for a type or types of sales on the in-
stallment plan (within the meaning of 
§ 1.453A–1(c)(3) and (d)) in the manner 
prescribed in this section. This section 
applies only to dealers and only with 
respect to their sales on the install-
ment plan. 

(b) Time and manner of electing install-
ment method reporting—(1) Time for elec-
tion. An election to adopt or change to 
the installment method for a type or 
types of sales must be made on an in-
come tax return for the taxable year of 
the election, filed on or before the time 
specified (including extensions thereof) 
for filing such return. 

(2) Adoption of installment method. A 
taxpayer who adopts the installment 
method for the first taxable year in 
which sales are made on an installment 
plan of any kind must indicate in the 
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income tax return for that taxable year 
that the installment method of ac-
counting is being adopted and specify 
the type or types of sales included 
within the election. If a taxpayer in 
the year of the initial election made 
only one type of sale on the install-
ment plan, but during a subsequent 
taxable year makes another type of 
sale on the installment plan and adopts 
the installment method for that other 
type of sale, the taxpayer must indi-
cate in the income tax return for the 
subsequent year that an election is 
being made to adopt the installment 
method of accounting for the addi-
tional type of sale. 

(3) Change to installment method. A 
taxpayer who changes to the install-
ment method for a particular type or 
types of sales on the installment plan 
in acordance with this section must, 
for each type of sale on the installment 
plan for which the installment method 
is to be used, attach a separate state-
ment to the income tax return for the 
taxable year with respect to which the 
change is made. Each statement must 
show the method of accounting used in 
computing taxable income before the 
change and the type of sale on the in-
stallment plan for which the install-
ment method is being elected. 

(4) Deemed elections. A dealer (includ-
ing a person who is a dealer as a result 
of the recharacterization of trans-
actions as sales) is deemed to have 
elected the installment method if the 
dealer treats a sale on the installment 
plan as a transaction other than a sale 
and fails to report the full amount of 
gain in the year of the sale. For exam-
ple, if a transaction treated by a dealer 
as a lease is recharacterized by the In-
ternal Revenue Service as a sale on the 
installment plan, the dealer will be 
deemed to have elected the installment 
method assuming the dealer failed to 
report the full amount of gain in the 
year of the transaction. 

(c) Consent. A dealer may adopt or 
change to the installment method for 
sales on the installment plan without 
the consent of the Commissioner. How-
ever, a dealer may not change from the 
installment method to the accrual 
method of accounting or to any other 
method of accounting without the con-
sent of the Commissioner. 

(d) Cut-off method for amounts pre-
viously accrued. An election to change 
to the installment method for a type of 
sale applies only with respect to sales 
made on or after the first day of the 
taxable year of change. Thus, pay-
ments received in the taxable year of 
the change, or in subsequent years, in 
respect of an installment obligation 
which arose in a taxable year prior to 
the taxable year of change are not 
taken into account on the installment 
method, but rather must be accounted 
for under the taxpayer’s method of ac-
counting in use in the prior year. 

(e) Effective date. This section applies 
to sales by dealers in taxable years 
ending after October 19, 1980, but gen-
erally does not apply to sales made 
after December 31, 1987. For sales made 
after December 31, 1987, sales by a deal-
er in personal or real property shall 
not be treated as sales on the install-
ment plan. (However, see section 
453(l)(2) for certain exceptions to this 
rule.) For rules relating to sales by 
dealers in taxable years ending before 
October 20, 1980, see 26 CFR 1.453–7 and 
1.453–8 (rev. as of April 1, 1987). 

[T.D. 8269, 54 FR 46375, Nov. 3, 1989]

§ 1.454–1 Obligations issued at dis-
count. 

(a) Certain non-interest-bearing obliga-
tions issued at discount—(1) Election to 
include increase in income currently. If a 
taxpayer owns— 

(i) A non-interest-bearing obligation 
issued at a discount and redeemable for 
fixed amounts increasing at stated in-
tervals (other than an obligation issued 
by a corporation after May 27, 1969, as 
to which ratable inclusion of original 
issue discount is required under section 
1232(a)(3)), or 

(ii) An obligation of the United 
States, other than a current income 
obligation, in which he retains his in-
vestment in a matured series E U.S. 
savings bond, or 

(iii) A nontransferable obligation 
(whether or not a current income obli-
gation) of the United States for which 
a series E U.S. savings bond was ex-
changed (whether or not at final matu-
rity) in an exchange upon which gain is 
not recognized because of section 
1037(a) (or so much of section 1031(b) as 
relates to section 1037), 
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